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The Bureau o f  Business and Econom ic Research is the research and public 
service branch o f  The University o f  Montana’s School o f  Business Administration.
The Bureau is involved in a wide variety o f  activities, including econom ic 
analysis and forecasting; health care, forest products, and manufacturing industry 
research; and survey research. The latest information about these topics is 
published regularly in the Bureau’s award-winning magazine, the Montana 
Business Quarterly, which is partially supported by Wells Fargo.
The Bureau’s Econom ics Montana forecasting system provides public and 
private decision makers with reliable forecasts and analysis. These state and local 
area forecasts are the focus o f  the annual series o f  Econom ic Outlook Seminars, cosponsored by First Interstate Bank, the 
Bureau, and respective Chambers o f  Commerce in Billings, Bozeman, Butte, Great Falls, Helena, Kalispell, and Missoula.
The Montana Poll, a quarterly public opinion poll, questions Montanans about their views on a variety o f  econom ic 
and social issues. The Bureau also conducts contract survey research and offers a random-digit dialing program for survey 
organizations in need o f  random telephone samples.
The Health Care Industry Research Program examines markets, trends, industry structure, costs, and other high 
visibility topics in this important Montana industry.
Research on the forest products industry has long been an important part o f  Bureau operations. While emphasis is 
placed on Montana’s industry, the cooperative research with the U.S. Forest Service involves most o f  the western states. A 
recently-formed research consortium including the Bureau, the Forest Products Department at the University o f  Idaho, and 
the Wood Materials and Engineering Laboratory at Washington State University addresses forest operations and utilization 
problems unique to the Inland Northwest.
The Bureau, in cooperation with Montana Business Connections, recently expanded the scope o f  its ongoing wood 
products manufacturing research to include all o f  Montana’s manufacturing industries. Through this program, a 
comprehensive statewide electronic information system will be developed.
Bureau personnel continually respond to numerous requests for local, state, and national econom ic data. Don’t 
hesitate to call on Bureau staff members if they can be o f  service to you.
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BSE THREAT
The BSE Threat
An Iri'Depth Look at What Montana’s Experts Say
by Amy Joyner
Editor’s Note: At press time, the USDA National 
Veterinary Services Laboratories in Ames, Iowa, announced 
that two inconclusive screening test samples reported on 
June 25 and June 29 tested negative for BSE.
A M  s  another summer finds families cooking
hamburgers on the backyard grill, most Americans 
feel safe eating beef, despite the nationwide health 
scare, enhanced federal regulations, and econom ic worries 
created last December when a single cow in Washington 
state tested positive for mad cow disease — the first such 
report in this country.
More appropriately galled BSE, for bovine spongiform 
^noephabpath'jfeithe disease affects the central o&ieiifos
system o f infected cows and can be transmitted to 
humans who eat infected meat. Even if there were no 
additional BSE cases, the Washington state case would 
continue to affect the U.S. cattle market. And the 
impact could be considerable, as the U.S. beef industry 
posted receipts o f $38.1 billion in 2002, according to 
the Agricultural Statistics Board. Data from the 
National Cattlemen’s Beef Association 
(www.bseinfo.org) suggests U.S. consumers spend $60.3 
billion on beef each year.
Thus this look by Montana Business Quarterly at the 
governmental regulations and consumer response to 
BSE, as well as an overview o f beef pricing domestically, 
>ahdan import and export markets.
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T estin g  fo r  BSE
In 1990, long before there was evidence of an 
infected cow within its borders, the United States 
became the first country to test cattle for BSE. The 
program mandated that all cattle showing signs of 
neurological disorder be tested for BSE and banned 
from the human food chain.
BSE affects older cattle, typically over 30 months of 
age. However, the majority of cattle slaughtered in the 
United States are less than 24 months old. Some 
industry groups claim that BSE is at epidemic levels in 
Europe. Yet in 2000, tests of 1.6 million European cattle 
less than 30 months o f age found no BSE.
In 1997, the United States banned feeding practices 
that scientists believe spread BSE - namely, the use of 
feed that contains ruminant-derived meat and bone 
meal. Scientists know BSE can be spread when 
products from an infected carcass are fed to other
ruminants - animals that chew their cud, such as 
cattle, sheep, goats, deer, and bison. The United 
States was the first country without a positive case of 
BSE within its borders to implement a ban on 
ruminant-derived feed.
The system to detect and eliminate BSE in the 
United States is effective, according to the National 
Cattlemen's Beef Association. The single cow that 
tested positive for BSE in December 2003 was 
quickly identified, the farm of origin was located and 
quarantined, and products from the animal were 
identified and traced. A 2001 Harvard University 
Center for Risk Assessment report provided this 
assurance: “Measures taken by the U.S. government 
and industry make the United States robust against 
the spread of BSE to animals or humans, should it be 
introduced into this country.”
Animal Health, Human Health
BSE does not spread through the air -  from animal to 
animal or from animal to human. BSE is transmitted when 
feed containing meat and bone meal from infected cattle is 
fed to other cattle. When humans eat meat from an 
infected cow, they also can become infected. In 1997, the 
United States banned feed containing ruminant-derived 
meat and bone meal after scientists proved that BSE is 
spread through ruminant-derived feed. (Ruminants are 
animals that chew their cud, such as cattle, sheep, goats, 
deer, and bison.) The United States was the first country to 
implement a feed ban without first finding a case o f BSE 
within its borders.
In addition to the feed ban, the federal government’s 
BSE surveillance program ensured that if the disease ever 
hit this country’s 95 million cattle, it could be detected and 
contained. Beef is a heavily regulated and consistently 
tested food in the United States -  as well as an abundant 
commodity. According to the National Agricultural 
Statistics Service, there were 94.9 million cows and calves 
in the United States last Jan. 1. That’s 1 percent less than 
the 96.1 million reported on Jan. 1, 2003. Montana counted 
2.4 million head o f cattle in 2002.
Most BSE cases have been reported in the United 
Kingdom; the United States banned European beef imports 
in 1989. One Canadian cow tested positive in May 2003, 
prompting a ban on imports o f Canadian beef and cattle. 
Four months later, in September, the United States began to 
allow restricted imports o f boneless Canadian meat from 
cattle 30 months and younger.
But BSE didn’t stop at the border. The first case in the 
United States occurred last December in Moses Lake, Wash., 
in a non-ambulatory dairy cow that was traced back to a 
Canadian herd. “In my mind, we still do not have BSE since 
this cow was from Canada,” insists Steve Pilcher, executive 
vice president o f the Montana Stockgrowers Association.
The tested “index” cow was believed to be about 4 Vi 
years old upon arrival at a slaughter plant in Moses Lake. 
Consistent with USDA’s standard protocol to test any animal 
exhibiting signs o f a central nervous system disease, samples 
were taken from the animal’s brain and spinal tissues. The 
sample subsequently tested positive at labs in Ames, Iowa 
and in England.
On Dec. 23, USDA’s Food Safety and Inspection Service 
recalled 10,410 pounds o f meat from the group o f 20 animals 
slaughtered on Dec. 9 at Vem’s Moses Lake Meats. A  herd in 
Mabton, Wash., where the infected animal last resided, was 
also quarantined. O n  Dec. 27, the USDA’s traceback o f the 
cow  determined where and when it came from Canada, and 
that it was likely 6 Vi years old. The Department of 
Agriculture also attempted to determine the location and 
origin o f each animal and their offspring that could have 
been offered the same food as the index cow. In all, 255 
animals were reportedly killed; all were BSE-free.
“We’re seeing that the system works,” Pilcher says. In fact, 
the U.S. government used the Moses Lake case to expand its 
surveillance and testing system to further ensure the safety of 
domestic beef products.
Humans can contract a form o f BSE called Creutzfeldt- 
Jakob Disease by eating products contaminated with central
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nervous system tissue, such as the brain and spinal cord, from 
BSE-infected cattle. BSE is not found in muscle meats like 
steaks and roasts. According to the World Health 
Organization, BSE is highly stable and resists freezing, drying, 
and heating at either normal cooking temperatures or those 
used in pasteurization and sterilization.
Early symptoms o f Creutzfeldt-Jakob Disease include poor 
concentration, lethargy, visual disturbance, and unsteadiness 
when standing or walking. As the disease advances, 
agitation, dementia and muscle twitching (myoclonus) 
characteristically occur. The median survival time o f CJD 
patients is just four months, and almost 90 percent o f 
patients die within the first year o f the onset o f symptoms. 
There is no cure.
W HO reports that in contrast to the classical forms of 
CJD, vCJD -  a variant strain identified in recent years by 
British researchers -  affects younger patients (average age 29 
rather than 65), has a relatively longer duration o f illness 
(median o f 14 months), and is strongly linked to BSE 
exposure, probably through food.
The occurrence o f Creutzfeldt-Jakob Disease in the 
United States remains consistent with the rate o f CJD cases
in many other countries, or about one case per million people 
per year. It’s important to note that the rate represents an 
average over time. Because age is a key factor in evaluating 
CJD distribution and because the disease tends to strike 
people over the age o f 55, the actual rate is higher for ages 55 
or older, according to the federal Centers for Disease Control 
and Prevention.
Government Safeguards
On Dec. 30, 2003, the USDA announced additional 
measures to ensure the safety o f U.S. beef products. To 
provide an “abundance o f caution,” the government 
increased the number o f animals tested for BSE and 
announced a comprehensive animal identification system to 
track individual cows from birth to the grocer’s shelf.
In fiscal 2003, the USDA sampled 20,543 animals, a 
sample size designed to detect the disease if it occurred in 
one animal per million adult cattle with a 95 percent 
confidence level -  or 47 times the international standard for 
low-risk countries. Under the enhanced testing program, 
sampling some 268,000 animals will allow the detection o f BSE 
at a rate o f 1 positive in 10 million adult catde at a 99 percent
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confidence level. In other words, the enhanced program could 
detect BSE even if there were only five positive animals in the 
entire country.
The primary focus o f USDA’s effort will continue to be & 
the highest risk populations (cattle over 30 months o f age M 
and downer cattle). But the agency will greatly increase the ;! 
number o f animals tested and will randomly sample 
apparently normal, younger-aged animals. Cooperative 
efforts with Tenderers and others will help obtain samples 
from the targeted high-risk populations, which are banned 
from the human food supply.
The sampling o f apparendy normal animals will come 
from the 40 U.S. slaughter plants that handle 86 percent o f 
the older-age catde processed for human consumption each 
year in the United States. As always, the carcasses from 
these animals will be held and not allowed to enter the 
human food chain until test results show the samples are 
negative for BSE. USDA is also working to approve rapid 
tests for BSE, and will help defray costs incurred for 
transportation, disposal and storage, and for the carcasses 
being tested.
In addition to enhanced testing and identification, the 
new rules remove all non-ambulatory cattle from the human 
food chain, prohibit Specified Risk Material from cattle over 
30 months from entering the human food supply, strengthen 
rules for Advanced Meat Recovery (high-pressure systems) 
to further ensure potentially infective nerve tissue does not 
enter the human food supply, and ban the use o f air-injection 
stunning devices on cattle during slaughter because blood 
can be sprayed. Though these methods have not been used 
by the U.S. beef industry for many years, these ban means 
countries exporting beef to the U.S. must adopt an 
equivalent standard.
Additionally, FDA announced it will strengthen existing 
BSE transmission firewalls by banning the use o f mammalian 
blood and blood products in ruminant feed, and by 
conducting annual inspections o f all Tenderers and feed mills 
known to process ruminant feed.
New Questions Asked
“Now,” says Dr. John Paterson, “we are in a political issue 
o f just testing 250,000 head o f older cattle to determine 
whether or not we have BSE in the United States.” An 
extension beef specialist in the Animal and Range Sciences 
Department at Montana State University-Bozeman, Paterson 
is not opposed to the tests, but knows that testing all 
younger, ill animals will be costly and possibly unnecessary.
“Most scientists agree that we do not see BSE in animals 
younger than 30 months o f age,” Paterson says. “If you are 
going to test an animal, what animal are you going to test? 
You are probably going to test cows. The federal government 
wants to jump testing up to 250,000 head a year. This 
number is way higher than we statistically need to determine 
if BSE is occurring in the United States. We hope this will satisfy
consumershrid packers ana lessen concem^bourtne^presence 
o f BSE in the cattle population.”
“You can’t use the blood [for testing],” he explains. “The 
only thing you can test is the brain. You can’t go in and test a 
sample; you have to have brain tissue. And ideally, you want 
to sample the base o f the brain near the spinal cord.”
BSE samples are sent to one o f seven labs nationwide. 
“Before, it has taken a long time to test,” Paterson says.
“Now they can analyze it in four to five hours.” Any “hot” 
samples — those that initially test positive — are sent to the 
Animal Disease Center in Ames, Iowa for further testing. 
Meanwhile, meat from that group o f cattle is held at the 
packing plant until tests are conclusive.
Though the process seems fraught with potential for error, 
Paterson is supportive. “I know many o f the scientists that 
have outlined this sampling protocol, and I trust them.” 
Japan’s method o f testing every cow is overkill, he believes. 
But in Japan, there are only 1.2 million head o f cattle, a 
fraction o f the 95 million beef cattle being raised in the 
United States. “Big difference,” Paterson says.
According to the National Cattlemen’s Beef Association, 
the World Organization for Animal Health and the U.S. 
Department o f Agriculture’s International Review Team also 
believe that testing all cattle does not provide additional 
protection for consumers.
If one market were to require 100 percent testing, though, 
all cattle in the United States would have to follow the 
standard because products from the majority o f cattle 
harvested at packing plants, including hides, are exported. 
The unwarranted testing would become the standard for 
doing business.
In representing the Montana Stockgrowers Association, 
Pilcher knows the federal government’s new rules are good 
for the industry, but worries about their necessity and cost.
Montana Business Quarterly/Summer 2004 5
When animals tested for BSE are segregated awaiting test 
results, producers incur higher costs and eventually must pass 
those on to consumers.
And all animals older than 30 months must have brain 
and spinal tissue removed, again at a cost to producers and 
consumers. “[These cattle] must be processed separately, 
which reduces the value by 30 to 40 percent to market any 
animal falsely aged,” Pilcher adds.
He also questions the way a cow’s age is established. 
Without identification, it is difficult, he says. “The method o f 
determining age is quite variable and not accurate.”
Private Tests for BSE
Also problematic is the notion o f private testing for BSE. 
In fact, the recent debate over private testing has disrupted 
government-to-govemment discussions on the restoration o f 
foreign beef trade. Pilcher says it will create econom ic stress 
on catdemen and undermine consumer confidence in a safe 
product.
Other countries know well the consequences when 
consumers believe beef is no longer safe to eat.
In Japanese grocery stores, consumers use computers to 
access the life story o f each cow from which they buy beef.
“Punch in a 10-digit code,” Paterson says. “It’s fully traceable 
from the grocery store back to the ranch. I believe they are 
trying to restore consumer confidence in Japanese beef.”
To get its products back into Japanese stores, one Kansas 
beef producer has offered to test every steer and heifer under 
30 months. Paterson is skeptical. “You need to have the 
USDA do the testing,” he says. “If the USDA says it’s 
certified [BSE] free, that really means something in 
international export markets.”
“Is it to reduce BSE, or is it really a marketing ploy to sell 
product?” Paterson asks. However, if consumers demand that 
all cows be tested, then producers will have to comply, he 
adds. Luckily, current beef consumption trends suggest the 
American consumer trusts the way ranchers produce beef 
cattle.
A  press release from the National Cattlemen’s Beef 
Association states that if cattle producers do their own 
testing, it compromises the science that serves as the basis for 
food safety and global trade. A  departure from science-based 
decision making would create a precedent for future 
regulations and trade demands that would negatively affect 
U.S. cattlemen without protecting public or animal health, 
the cattlemen insist.
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U.S. Animal Identification Plan
Implementation o f the U.S. government’s animal 
identification program will come in three phases: Phase I 
involves premises identification; Phase II involves individual 
or group/lot identification for interstate and intrastate 
commerce; and Phase III involves retrofitting remaining 
processing plants and providing appropriate technology to 
enhance the government’s ability to track animals through 
the livestock marketing chain.
Initially, implementation will focus on the cattle, swine, 
and small ruminant industries.
“A lot o f people are apprehensive about animal 
identification,” Pilcher says. “But it is going to happen and 
we have chosen to take a proactive approach.”
The USAIP recommends that all states have a premises 
identification system in place by July 2004; unique, individual 
or group/lot numbers be available for issuance by February 
2005; all cattle, swine, and small ruminants possess 
individual or group/lot identification for interstate movement 
by July 2005; and all animals o f remaining species/industries 
be in compliance by July 2006.
Last December, Montana stockgrowers adopted a policy 
calling for “an economically feasible animal identification 
system” using hot-iron branding, comprehensive state brand 
registration, and inspection procedures. “Through the 
Montana Beef Network, we start with tagging cattle leaving 
the property before entering intrastate and interstate 
commerce,” Pilcher explains. “We have the ability to trace it 
back to premise.” Ear tags proposed for future identification 
will carry even more information.
The USDA hoped to have an animal identification 
program in place by 2005, but Pilcher thinks the deadline is 
unrealistic and unsure. At the end o f April, eight bills were 
awaiting congressional action, each with a different approach 
to animal identification. Pilcher’s concerns are shared by the 
industry as a whole and focus on cost, confidentiality, and 
liability.
“A lot o f [these] things are land mines for our industry,” 
Pilcher says.
At MSU, Paterson also supports an identification program. 
“Fundamental to controlling any disease threat, foreign or 
domestic, to the nation’s animal resources is to have a system 
that can identify individual animals or groups, the premises 
where they are located, and the date o f entry to that 
premises,” he explains.
To achieve optimal success in controlling or eradicating 
an animal health threat, that information must be available 
within 48 hours o f confirmation o f a disease outbreak.
Producers can also benefit from additional animal 
identification information obtained to improve production 
efficiencies and add value to their products, the professor 
adds. However, the information systems are completely 
separate, meaning production data will not be transmitted to 
nor maintained in one, national identification database.
The Plan
Here, at a glance, is the federal government's plan for a 
phased-in national animal identification system:
• All states initiate a premises identification system 
by July 2004.
* Unique, individual, or group/lot numbers 
available for issuance by the mid-2004.
* All cattle, swine, and small ruminants possess 
individual or group/lot identification for interstate 
movement by July 2005.
• All animals of remaining species and industries 
in compliance by July 2006. These 
standards will apply to all animals in commerce.
The U.S. Department o f Agriculture's national surveillance 
program includes these features:
• Test as many “high-risk” cattle as possible, as well 
as a random sampling of normal, older cattle 
during the next 12-18 months. “High-risk" cattle 
are more than 30 months of age, non­
ambulatory or severely weakened, show signs of 
central nervous system disorders, or that died on the 
farm or ranch.
* Normal, older cattle will be tested at the 40 
slaughter plants across the country that handle 86 
percent of the older cattle processed for human 
consumption.
There are many details to work out involving 
identification, the tagging o f cattle, data handling, and 
privacy issues. Regulatory and data system infrastructure will 
most likely be taxpayer-supported, and the cattle industry 
and associated commerce channels will also incur costs. How 
much government assistance there will be to assist with these 
costs is unknown.
Paterson says it’s crucial to have the process specifically 
outlined before it begins. He asks: “Where does the data go? 
Who controls the data? Who gets to look at the data in case 
there is a disease outbreak?”
Consumer Response
As the beef industry evolves to meet the BSE challenge, 
quality production and carcass information becomes a 
necessity. The Montana Beef Network, through the use o f 
electronic identification tags and panel tags, tracks animals 
individually through the various sectors o f the industry. 
Montana producers receive carcass information, and 
sometimes even feedlot information, that allows them to 
identify specific markets that fit their product and to position 
their production for the future.
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The future o f beef in Montana looks good, according to 
recent industry data. “In the first quarter o f  2004, beef 
demand was up 10.4 percent from first quarter 2003,” says 
Charlene Schuster, executive director o f the Montana Beef 
Council. Her group provides consumer beef education, 
promotion, and research for all Montana catde producers, 
funded by a $ 1 -per-head fee collected from producers at 
slaughter.
A  Beef Council survey completed April 12 asked 
consumers: “If BSE were found again in the United States, 
would it change your behavior?” Sixty percent o f  respondents 
said they would not change a thing, while 26 percent said 
they would not stop eating beef, but might cut down on 
consumption.
“People want industry and government to reassure them 
that their beef is safe,” Schuster says, adding that the USDA 
surveillance program is working. “It seems the firewall 
messages are resonating very strongly with consumers.”
Schuster, who has been with the Beef Council for nine 
years, says the export ban has already forced changes in the 
U.S. market. Some cuts o f meat, like short legs and ribs, are 
always welcome in foreign markets, but do not have a large
domestic market. “Not having our export market open,” 
Schuster says, “those items go into the ground beef market in 
the U.S., and we will have a glut.”
The Montana Beef Network is helping Montana 
producers push the high supply through retail chains. The 
consequence will be lower prices, which is good for the 
consumer, but hard on  the producers.
Price Response
U.S. beef was selling at near record prices during the 
second half o f  2003, immediately before the BSE report from 
Moses Lake. USDA Livestock Marketing Information Center 
data show that feeder cattle, fed cattle, and boxed beef were 
selling at levels 26 percent to 58 percent above October 
2002. Retail beef prices were up about 21 percent. Retailer 
beef margins decreased, as wholesale beef prices increased.
Those market facts were the basis o f a January 2004 paper 
by Dr. John Marsh, a professor in the Department o f 
Agricultural Economics and Economics at MSU-Bozeman. 
Marsh works with MSU’s Agricultural Marketing Policy 
Center to identify livestock and meat marketing issues. He 
focuses on demand and supply, marketing margins,
technology, and trade impacts 
under NAFTA and WTO.
In his updated “Briefing 
No. 67” in May, Marsh 
states: “From November 
2002 to November 2003, 
prices o f feeder cattle 
increased 26 percent from 
$85.00/cwt to $107.25/cwt. 
Prices o f  fed slaughter steers 
increased 48 percent from 
$69.35/cwt to $102.35/cwt. 
Then, from the last week o f 
December 2003 through the 
first two weeks o f January 
2004, feeder cattle and fed 
cattle prices declined about 
15 percent due to the 
bovine spongiform 
encephalopathy in the 
state o f Washington.
As o f May 2004,
however, cattle prices 
were relatively strong 
and exceeded their 
corresponding 2003 levels 
by about 10 percent.”
Marsh reports that within a few 
days o f the BSE announcement, cattle 
futures and cash prices for fed cattle 
dropped from about $92/cwt to $75/cwt. 
Most o f the immediate decline was because
8 lOforrana^@Sin«s Quart^® ^?Smer 2004
BSE THREAT
the United States quickly lost 90 percent o f its beef export 
market — and because o f market uncertainty in the United 
States. (The U.S. exports about 10 percent o f its beef.)
Montana’s beef industry is dominated by cow-calf 
operations, with animals sold to out-of-state feedlots. Those 
feedlots grow the calves to the appropriate weight, in 
preparation for slaughter the next year. “We have a small 
feeding industry in this state, so not a lot o f fat cattle are 
produced in Montana,” Marsh says. “When the price o f 
finished cattle declines, the feeders pay less for our feeder 
calves.”
“[BSE] impacted Montana in a manner similar to any 
other state investing in beef production,” Pilcher found. 
“There was an immediate reduction in slaughter price o f 
$12/cwt to $15/cwt.” Hardest hit were producers who held 
onto cattle through the fall, intending to sell after the first of 
the year. “There were a number o f people who chose for tax 
purposes or other reasons to not market their calves in 
November or December when the market was strong,” he 
says. “They were waiting for first o f year. All o f a sudden their 
value was reduced.”
Even waiting to sell further into spring wouldn’t have 
helped much. The beef market finished April at roughly 
$84/cwt on a live weight basis. Comparing beef demand 
during the first quarter o f 2004 to the first quarter o f 2003 is 
a more relevant comparison, though, because o f the 
industry’s seasonal nature.
Retail choice beef demand in the first quarter o f 2004 
increased by 10 percent compared to the same time in 
2003. Because o f the high prices being paid for beef, 
producers were giving feeder cattle less time at the feedlot, 
leading to a lower average slaughter weight. The first three 
months o f 2004 also saw inflation-adjusted prices nearly 13 
percent higher than in 2003, while per capita consumption 
was down 2.4 percent.
MSU’s Agricultural Marketing Policy Center notes that 
the large increase in demand during 2003 did not occur until 
early summer, which means the large year-to-year increase 
observed in the first quarter o f 2004 may not go any higher in 
subsequent quarters o f 2004.
“Most people would tell you, and I would agree, that the 
conditions are right for a strong market for the following 
year,” says Pilcher. “Whether or not we will return to our 
near-record prices, I don’t know. But [prices] will still be 
strong.”
With prices remaining current though the spring, packers 
were taking all cattle available, he adds. “Feedlots then sold 
them at a lower weight than they might have if conditions 
were different. Slaughter weight is lower this year than last.”
Import, Export Concerns
By the end o f 2003, these countries had banned imports of 
U.S. beef: Hong Kong, Australia, Japan, Malaysia, Mexico, 
Russia, Singapore, South Africa, South Korea, Taiwan, and
Thailand. In 2002, U.S. beef exports to Japan represented 
about 2.9 percent o f production. That same year, U.S. beef 
shipments to Mexico represented about 2.3 percent o f U.S. 
production, and South Korea was about 2.2 percent.
Since mid-January 2004, producers saw a price o f $86/cwt 
for fat cattle. These are steers and heifers that start at about 
650 pounds and are grain fed at feedlots until they reach a 
1,100- to 1,300-pound finished weight. These animals are 
ready for slaughter at about 20 months.
Marsh attributes the still-high prices to several factors: 
high consumer demand, lower-weight cattle, a reduced cattle 
inventory, and adoption o f new marketing techniques that 
resulted in meat packers and feedlots paying higher prices for 
fed and feeder cattle.
“American consumers are still eating beef,” Marsh says. 
“Our statistics show that since 1998, consumer beef has been 
increasing about 3 to 5 percent per year.” Recently, beef has 
been in tight supply, he adds.
“The bottom line is that the meat poundage at the 
wholesale level has gone down in 2004 compared to 2002 
and 2003,” Marsh explains. “With less available, with higher 
demand, you get a higher price for the livestock.” Since 
1996, the U.S. cattle-and-calf supply declined by 1 percent to 
2 percent a year.
“The good news is that this has occurred despite the fact 
that we are not selling beef into Japan and South Korea,” 
Marsh says. Mexico is now buying a limited amount of 
boneless meat products from the United States, all o f which 
was slaughtered at less than 30 months o f age. They’ve also 
opened their markets to beef byproducts, such as variety 
meats like bologna and hot dogs.
With other MSU economists, Marsh found that estimates 
o f BSE’s impact on U.S. markets closely agree with those 
suggested by the USDA’s Livestock Marketing Information 
Center. Not all o f the countries that buy U.S. beef have 
banned imports.
In the United States, Canadian cattle were banned in 
May 2003 and remain so. In 2002, 1.6 million live cattle were 
imported from Canada, higher than the average o f 1 million 
to 1.5 million imported annually, Marsh says. Canadian live 
cattle account for about 4 percent o f total slaughter in the 
United States, and have a relatively small impact on 
American cattle producers.
“I don’t think it’s going to be a big worry when we reopen 
our borders to imported cattle from Canada,” Marsh says. “If 
we open up the border to 1 million to 1.5 million cattle, the 
markets will adjust. They are not going to hit bottom.”
“With good demand, prices are going to stay at relatively 
high levels until our inventory adjusts,” Marsh says. “Until 
our inventory starts building back up.”Q
Amy Joyner is a writer based in Missoula, Montana.




Dealing with Risk and Uncertainty
• ty Steve Holland
E very day, we read stories ?about the economy in  newspapers and mag&33|es[ Indeed, this 
journal is dedicated to understanding the economy.
It is purposeful — and oftentimes essential — 
reading: Is employment up or down? Are jobs 
being created or lost? W hat does the American 
public believe ajbout the economy? Are constmiers mMm 
. m ^ id e n t  a b o u F th e  fL itm e^ ^
In  a sense, learning about the economy is a . 
study o f the environment in  which we live  and do 
business. But for most o f us, the economy isjike'%  
the weather: There is almost nothing we can do to 
change it.
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“Engineering Economy” is a field o f 
study that focuses on decision making 
rather than on the economy, per se. It 
could be described as “micro- 
microeconomics” or “applied 
microeconomics,” because it 
approaches decision making from 
within an organization. Using the 
weather analogy, Engineering Economy 
could help us decide what to do in 
response to weather conditions and 
forecasts. We only need to walk outside 
to see what the weather’s like, but that 
doesn’t help us plan our day. For that, 
we need to know about future weather 
conditions: Will it be hot or cold, wet 
or dry, windy or calm?
Think about all the day-to-day decisions affected by the 
weather:
• Should we go on a picnic?
• What clothes should we wear?
• Should we take rain gear to work?
• Do we need to allow a few extra minutes 
to shovel snow tomorrow morning?
An economic forecast is like a “financial weather 
forecast.” We don’t quite believe weather forecasts, but we 
listen and adjust our plans accordingly. Likewise, we listen 
to news broadcasts intently. We scan the business section o f 
newspapers. We look for indicators. We try to understand 
financial trends to better predict what the economy will be 
like in the future. When we read articles about economics, 
or attend economic outlook seminars, we are gathering 
information. But how do we use that information to make 
decisions? If the Bureau o f Business and Economic Research 
says the economy will grow by 2 percent next year, what 
decisions or actions does that drive?
Economic indicators influence decisions in both our 
personal and professional lives. Generally, economic 
information sways our thinking about risk. If consumer 
confidence is high and you read that the economy will 
probably grow in your business sector, you may decide it is 
time to grow your business. Perhaps you’ll invest in a new 
product line, hire more people, or build more capacity. In 
essence, you decide the chance o f success looks good.
Business decisions and economics are much more 
complicated than that, o f course. In the business world and 
in our personal lives, we have to deal with the uncertainty 
o f the “financial weather.” And dealing with uncertainty 
means far more than taking risks. Uninformed risk-taking is 
little more than gambling. An informed decision considers 
alternatives, probable outcomes, and external influences. 
Managing risk and uncertainty considers which risks are 
worth taking and looks for ways to mitigate them.
The foundation o f Engineering 
Economy is choosing between 
alternatives: Should we lease or buy? 
Should we invest in new capacity or 
maintain the status quo? Should we 
launch a new product line or expand 
an existing one? Should we invest in 
improving our current operations or 
use cash for other investments?
Depending on our creativity, we 
can find ourselves with many 
alternatives. And they can vary 
widely; they may have different 
investment costs, economic lives, 
cash flows, and tax implications.
They can yield very different results. 
Engineering Economy helps us 
decide between diverse alternatives using concepts like Net 
Present Value1 (NPV), Future Value2 (FV), and Internal 
Rate o f Return3 (IROR). Once we identify the alternatives 
we are interested in, we gather data, estimate costs, 
determine tax implications, and calculate cash flow and 
bottom-line impact. We calculate the Internal Rate o f Return 
or the Net Present Value. Then we select the best option and 
implement the project.
End o f story? Not at all.
Because we cannot predict the future with any degree o f 
certainty, we also cannot predict the outcome o f our project 
with certainty -  and that is the essence o f business risk.
Risk and Uncertainty
What do the terms “risk” and “uncertainty” mean in the 
world o f business? Technically, risk and uncertainty are two 
different things. Risk applies when we know all possible 
outcomes, along with the probability o f their occurrence. 
When we don’t know all possible outcomes and their 
associated probabilities, the situation is characterized as 
uncertain. In either case, we really just want to know: “What 
can go wrong?”
Every day, we take risks. The extent o f risk can be 
formulated as a probability. If we are certain something will 
happen, the probability o f its occurrence is 100 percent. The 
oft-used example: The sun will rise tomorrow. If we know 
something will not happen, the probability is 0 percent. In 
between, we find the full range o f probabilities. The 
probability o f “heads” showing when we flip a typical coin is 
50 percent, and so forth. (Actually, we know with near -  but 
not complete — certainty that heads or tails will be on top. 
There is a very slight chance the coin will land on its edge. 
Said differently, the probability o f a tossed coin showing heads 
or tails nearly equals 100 percent.)
Because we can rarely guarantee that things will go as 
planned, we must ask ourselves: “What can go wrong?” Then
Because we cannot 
predict the future with 
any degree of 
certainty, we also 
cannot predict the 
outcome of our project 
with certainty - and 
that is the essence of 
business risk.
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we can create contingency plans or mitigate any risks. For 
example, if we are building a new facility, we can reasonably 
estimate the construction cost. But we won’t know the actual 
cost until the project is complete. There are simply too many 
variables: We could discover boulders just beneath the 
ground that cost a fortune to remove, the price o f 
construction materials could vary from our estimates, and 
weather conditions could cause expensive delays.
Even then, we can mitigate the risks. For example, we 
could enter into a fixed price contract for the construction, 
thereby shifting the risks to the contractor. The contractor 
would undoubtedly want to be paid more for absorbing the 
additional risks — and would probably want a “rock clause” in 
the contract shifting the risk o f finding boulders in the 
ground to you. And no amount o f risk-sharing or risk-shifting 
can change the underlying issue: We cannot be 100 percent 
certain how much the project will cost.
A Case Study: Chinese 
Manufacturing
Let’s suppose your company is facing competitive 
pressures, and you need to find a way to reduce production 
costs. You investigate alternatives and find you can contract 
with a company in China to lower the per-unit production 
cost. The Chinese company makes a good presentation, and
you decide the lower labor costs in China will more than 
offset the higher transportation and inventory costs. The net 
result will be a substantial savings and higher profits.
“What can go wrong?” you ask.
The answer: “Plenty!”
Now you must determine if the cost advantage is worth 
taking the risk o f something “going wrong.” So what can go 
wrong? The lower production cost is certainly attractive. You 
might even have fewer headaches by adopting a simpler 
business model. But consider a few things that could go 
wrong in our case study:
• D ock  strike: One o f the major bargaining tools domestic 
labor has is the strike. Just the threat o f a strike gets news 
media and management attention. So it’s reasonable to 
assume there could be a dock strike. What will happen to 
your company, its finances, and your customers if shipments 
are delayed? Are your customer relationships strong enough 
to endure the disruption?
• Quality issues: Many manufacturers in China are known 
to produce high-quality products. However, even the best 
manufacturing operation can experience quality problems. 
Your U.S. factory is no exception. But think about the 
implications and impacts o f an undetected quality defect that 
occurs thousands o f miles away. If the defect goes
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undetected, and there are several containers full o f defective 
products on the high seas headed for the States, can your 
business survive? What will you do with the defective 
products? Does the lower unit cost pay for this risk?
• Market and forecasting risks: Long lead times for 
products plus volatile market demand is a formula for 
disaster. The result can be costly, overstocked inventory -  
and subsequent cash flow problems, obsolescence, and 
“inventory liquidation sales.” Perhaps a more significant 
result could be the missed sales opportunities, unhappy 
customers, and loss o f market.
• Political instability: What is the risk o f a disruption in 
your supply chain if the Chinese political structure becomes 
unstable? Is your supply chain disrupted or even eliminated? 
What is the impact on your company?
• SARS and other biological events: We’ve all seen the 
disruptive nature o f human- and animal-borne infections. 
Business travel can become difficult or impossible for 
significant periods o f time. Food manufacturing is especially 
vulnerable to these events.
• Currency value: Part o f the risk o f doing business overseas 
is the relative value o f currencies. Market forces cause 
exchange rates to fluctuate daily. Many believe China 
manipulates the value o f its currency in violation o f trade 
agreements. Estimates suggest that China’s currency is 
undervalued by 15 percent to 40 percent, which makes their 
exported goods much cheaper in the United States. As a 
consumer, you benefit from lower prices for Chinese goods. 
But what would happen to your business if the Yuan were left 
to find its own fair market value and your costs increased by 
40 percent? Would you still be in business?
• Terrorist activity: Sadly, the threat o f terrorist activity 
disrupting world commerce is all too real. •
• Intellectual property theft: If you plan to manufacture 
products or components in China, you must consider the 
possibility o f intellectual property theft. Your best efforts to 
protect your intellectual property through patents and 
trademarks may not be enough. Your manufacturing partner 
in China could decide to share your product and production 
technology with others, who could then produce counterfeit 
items. Those items, with your logo, look and feel, would then 
be sold in your market. Not only would you lose sales, but 
your reputation could be damaged. This is a common 
occurrence in China; according to the International 
Chamber o f Commerce, fake products make up about 8 
percent o f world trade. In a recent issue o f Manufacturing and 
Technology News, Harley-Davidson CEO Jeffery Bleustein 
drove the point home when he said “knock-offs are being
sold in China’s black market.” This is especially painful for 
Harley-Davidson because the company “cannot sell a 
motorcycle in China today unless we are willing to 
manufacture it there.” (M&T News, April 2, 2004)
• Social pressures: Human rights continue to be an area o f 
contention between the United States and China. We’d like 
to believe life is getting better for the Chinese people, and it 
probably is. But granting rights and freedom to people can be 
viewed as a loss o f power by political leadership. Could trade 
with China be interrupted because American consumers take 
that country to task for its environmental and human rights 
policies? Could we decide to boycott Chinese-made products 
because o f child labor issues? If so, what is the impact on 
your business?
If you manufacture your product in China, will all o f these 
things go wrong? No, probably not. Could one or more o f 
these things happen? Yes, o f course. Once you identify the 
things that could go wrong, then you can determine if you 
can mitigate the risk, or avoid it in some way. For example, 
the U.S. company considering a Chinese manufacturer could 
hedge against currency fluctuations, insert quality-related 
penalties and incentives into contracts, and purchase various 
forms o f insurance.
O f course, each time you take or mitigate a risk, you’ve 
impacted your cost o f doing business in some way. But sound 
business practices demand that managers identify the 
elements o f risk and uncertainty when making decisions.O
Notations
1 The Present Value of a dollar to be received at a future date is the 
amount which, if invested today at a specified rate, would grow to a 
dollar at the future date. The Net Present Value of an investment is 
the difference between future cash flows discounted at a specified 
interest rate and the amount of the original investment.
2 Future Value is essentially the reverse of Present Value. It is the 
value of an investment at a future date. For example, $1,000 
invested today at a compound interest rate of 6 percent per year has 
a Future Value of $1,060 in one year ($1,000 x 1.06) and $1,191 in 
three years ($1,000 x 1.063).
3 The Internal Rate of Return is the interest rate that makes the 
projects costs equivalent to the income and savings. Rate of Return 
is sometimes called yield, profit, gain, or interest.
Steve Holland is director o f the Montana Manufacturing 
Extension Center at Montana State University^Bozeman.
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PUNITIVE DAMAGES
There seemed no end to the claims or any limit to the 
judgments. Between 1996 and 2001, the number o f known 
punitive damage verdicts o f $100 million or more doubled. 
In 1996, eight $100-million-plus verdicts totaled $4.6 
billion. In 2001, 16 $ 100-million-plus verdicts totaled 
$160.9 billion. The largest jury award in 2002 was a tobacco 
lawsuit where the jury awarded $28 billion in punitive 
damages.
The fatter a corporation’s bottom line, the more 
frequently and ferociously was it targeted. Rarely did 
plaintiffs go away empty handed. In 2001, in negligence 
cases involving businesses, the probability o f a verdict in 
favor o f the plaintiff was 66 percent. And the average jury 
award in such cases increased by about 20 percent per year 
during the 1990s.
So it was welcome news in 2003 when the U.S. Supreme 
Court, in State Farm Mutual Insurance Co. Inc. v.
Campbell, handed down the constitutional limit that 
Jeffries had advocated so many years earlier. Punitive 
damages were indeed out o f control, the justices said. It was 
time to restore a measure o f predictability and fair play.
Punitive Damages Defined
In 1784, a rather dastardly physician named Norris was 
responsible for one o f this nation’s first cases involving 
punitive damages. Norris and a man named Genay were 
preparing to duel when the doctor suggested they 
drink a toast before taking up their pistols. Genay 
took the pro-offered glass o f wine, drank it down 
and became violently ill. Seems the good doctor 
had poisoned his opponent’s drink. In court, the 
judge instructed jurors that, because Dr. Norris 
knew the effects o f the poison, they could award 
“vindictive damages” to Genay. And so they did.
A  few years later, the jury in Coryell v.
Colbaugh awarded punitive damages because a 
defendant broke his promise to marry. This time, 
jurors were instructed “not to estimate the 
damages by any particular proof o f suffering or 
actual loss, but to give damages for example’s 
sake, to prevent such offenses in the future.” This 
was the first American case to proclaim the 
doctrine o f punitive damages.
Punitive damages are not intended to 
compensate a victim for injuries or losses. These 
damages are intended to teach the defendant a 
lesson. And although punitive damages are only 
awarded in civil trials, they are a form of 
punishment not unlike a criminal conviction — 
designed to make a defendant think twice before 
acting in the same manner again.
O f course, the differences between civil 
punitive damage awards and criminal convictions 
are substantial. In a criminal trial, the burden of
proof is higher: “beyond 
a reasonable doubt.”
Criminal convictions 
protect and vindicate 
the public interest by 
removing or reforming 
an offender and 
discouraging other, 
similar misdeeds.
In a civil trial, the 
burden o f proof is much 
lower: “a preponderance 
o f the evidence,” 
sometimes referred to as 
51 percent liability. The 
purpose o f punitive 
damages is not to reimburse the injured plaintiff, as do 
compensatory damages. Punitive damages punish defendants 
for their bad conduct.
Civil trials bring to punishment types o f conduct that 
might go unnoticed by public prosecutors. In civil matters, 
the possibility o f a large and vague liability can be a 
substantial deterrent. There’s simply no way to know what a 
jury, or even a judge, will do. The amount o f a punitive 
damage award can be based on the financial size and 
strength o f a defendant, or on the intensity o f a community’s
The Montana 
Legislature has 
responded to the 
explosion in punitive 
damage cases with 
limits on who can be 
sued and how much 
they can be forced 
to pay.






Early in this 
nation’s history, 
punitive damages were a 
way to protect the social 
order. A s the wealthy becam e 
wealthier, repaying compensatory damages caused little 
hardship, so punitive damages became an important remedy. 
Eventually, though, the bulk o f the litigation shifted to 
corporations, as business ethics were questioned. Because o f 
their considerable wealth, railroads were an early, and 
popular, target o f punitive damage cases. One such lawsuit 
was filed after an engineer intentionally blew his locomotive’s 
whistle to spook the plaintiff’s mule. Another came after a 
brakeman deliberately shot a female passenger in the arm. In 
both cases, the railroads were assessed punitive damages 
because o f inappropriate behavior on the part o f their 
employees.
Not until the mid-1970s, though, did U.S. courts begin to 
be inundated by civil suits seeking punitive damages. Into 
the 1980s and 1990s, punitive damage cases increasingly 
moved beyond the intentional torts arena and into product 
liability, consumer protection, medical malpractice, and 
fraudulent and bad faith activities. Corporate defendants 
countered by launching a public relations campaign, hoping 
to convince the public, bar associations, and judges that 
punitive damage awards were multiplying beyond all 
reasonable bounds. The effort did not initially succeed 
because studies proved the claims false. But by the late 
1980s, courts also recognized the problem and began to 
address punitive damages, although there was no federal 
constitutional limit -  and, therefore, no predictability for 
corporate defendants -  until the U.S. Supreme Court’s 
Campbell decision in 2003.
Punitive Damage Cases and Limits in Montana
Over the years, the Montana Legislature 
has attempted to control the number and 
amount o f punitive damage awards in this 
state. Even so, several fairly outrageous 
cases, either in fact or amount, have 
made their way through Montana courts 
during the past 25 years.
One o f the most recent cases involved 
the sexual assault o f a clerk working alone 
in a store in Billings. The store manager and 
the chain’s national security supervisor knew 
female clerks in the Billings store had been 
attacked in the past, all by the same man. Yet 
they did not provide employees with a $1.60 
personal alarm or, in fact, spend any money on 
employee safety and security. “We operate a 
business to make a profit,” the security supervisor 
said in a videotaped deposition shown to jurors. The 
result: a jury award o f $500,000 in compensatory 
damages and $1 million in punitive damages. In 2000, 
the Montana Supreme Court upheld the punitive award in 
that case, saying the jury properly found malice because the 
store did not provide the woman with any means o f  defense 
or even a way to call for help.
In the same way, a bank president’s comments led to a 
substantial punitive damage award in a case involving a 
savings and loan association. The 1986 case was brought by a 
bank employee o f 22 years who believed she was wrongfully 
discharged because o f her age. Jurors sided with the woman, 
giving her $94,170 in econom ic damages, $100,000 for 
emotional distress and $1.3 million in punitive damages. 
Again, the Montana Supreme Court affirmed the award 
because o f the bank president’s testimony that older 
employees were “dead wood” and “old dead wood.” The 
banker said at trial that the employee was “ballast.”
Banks and insurance companies are frequent targets o f 
punitive damage cases, nationally and in Montana. In 
Shahrokhfar v. State Farm Mutual Automobile Insurance Co. 
(1981), the plaintiffs brother had a car wreck with a driver 
insured by State Farm. After paying for the property damage 
o f  its client, State Farm mistakenly sued the plaintiff for 
negligence -  instead o f  his brother, who was actually 
involved in the accident. The man tried to tell State Farm 
they were suing the wrong person, but the company went 
ahead with a default judgment against him. His driver’s 
license was even revoked. State Farm eventually realized its 
mistake, and the judgment was set aside. That’s when the 
plaintiff sued, receiving $850 in compensatory damages and 
$80,000 in punitive damages -  for the insurance company’s 
recklessness in suing the wrong person and its refusal to 
immediately correct the mistake.
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The Montana Legislature has responded to the explosion 
in punitive damage cases with limits on who can be sued and 
how much they can be forced to pay. Under Montana law, 
“reasonable” punitive damages may be awarded when a 
defendant has been found guilty o f actual fraud or actual 
malice. Punitive damages also may be awarded “for the sake 
o f example and for the purpose o f punishing a defendant.”
But they may not be recovered in any action arising from a 
contract or breach o f contract (except in some insurance and 
employment contract cases). And an award for punitive 
damages may not exceed $10 million, or 3 percent o f a 
defendant’s net worth, whichever is less. O f course, for many 
small companies in Montana, a punitive dmage award could 
mean disaster.
State Farm Mutual Insurance Co. v. Campbell
In 1981, a man named Curtis Campbell tried to pass six 
vans on a two-lane highway in Utah. While driving on the 
wrong side o f the road, he caused Todd Ospital to swerve 
onto the shoulder and hit another vehicle driven by Robert 
Slusher. Ospital was killed; Slusher was left permanently 
disabled; Campbell and his wife were not injured.
Even though accident investigators said Campbell’s risky 
pass caused the accident, his insurer -  State Farm Mutual 
Insurance Co. -  refused to setde claims filed by Ospital’s 
estate and Slusher for the policy limit o f $25,000 per 
claimant. At the same time, State Farm told the Campbells 
their assets were safe because they had no liability for the 
accident and State Farm would represent their interests at 
trial.
The subsequent jury trial found Campbell 100 percent at 
fault for the accident, and ordered him to pay $185,849.
State Farm contributed just $50,000 o f the total, the policy 
limit, and told the Campbells, “You may want to put for-sale 
signs on your property to get things moving.” Instead, the 
Campbells appealed the judgment, and hired their own 
counsel. On appeal, Campbell struck a deal with Slusher and 
the Ospital estate: If they agreed not to seek satisfaction of 
their judgment against Campbell, he would sue State Farm 
for bad faith and give 90 percent o f any judgment to them.
In 1989, the Utah Supreme Court denied Campbell’s 
appeal o f the original lawsuit and State Farm paid the entire 
judgment o f $185,849. Campbell sued State Farm for bad 
faith anyway, and the jury awarded him $1 million in 
compensatory damages and $145 million in punitive damages 
after hearing o f State Farm’s nationwide practice o f capping 
payouts to meet corporate fiscal goals. The trial court 
reduced the punitive award to $25 million, only to see the 
Utah Supreme Court reinstate the $145 million award. State 
Farm appealed to the U.S. Supreme Court which found the 
award “grossly excessive” and “an arbitrary deprivation of 
State Farm’s property” -  in violation o f the Fourteenth 
Amendment’s due process guarantees.
For the first time, the Campbell case established a limit on 
punitive damage awards. Few punitive judgments would 
protect a defendant’s due process rights, the court said, if 
they exceeded a single-digit ratio with the compensatory 
damages awarded, especially if the compensatory damages 
were substantial. If compensatory -  or actual -  damages were 
minimal, the court continued, then punitive damages could 
exceed the 9-to-1 ratio, but could not stray far from that 
mark without infringing upon the due process rights o f the 
defendant. Cases worthy o f double-digit ratios included 
instances where the defendant’s conduct was especially 
egregious, where the injury to the plaintiff was difficult to 
detect, and where the monetary value o f the non-economic 
harm was difficult to determine.
Institutions and organizations want and need 
predictability. The Campbell decision has crystallized a 
federal constitutional limit on punitive damages and injected 
a feeling o f much-needed predictability into an arena that 
has been arbitrary and random in recent decades. In 
Campbell, the Supreme Court took direct aim at 
substantially limiting punitive damage awards. And, as 
Professor Jeffries suggested in 1986, the decision provided a 
set o f rules national in scope and federal in origin. “The case 
for a federal constitutional restraint on punitive damages is 
far stronger than has commonly been perceived,” Jeffries 
said. Seventeen years later, U.S. Supreme Court justices 
concurred. □
Jerry Fumiss and Jack Morton are professors and Mike 
Harrington is associate dean in UM’s School o f Business 
Administration.
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INCOME
Montana Moves Up the Ranks 
in Per Capita Income
by Paul Polzin
18 Montana Business Quarterly/Summer 2004
the pack. By 2003, we were 45th. In the intervening 
years, we dropped as low  as 46th and 47th.
The frustrating feature o f our state’s poor ranking is that 
there are no easy explanations, and any trends must be 
interpreted within the context o f similar events in most other 
Western states. First o f all, Montana’s declining rank is not a 
recent phenomenon. Notice that we dropped 11 places between 
1980 and 2003, but most o f the decline came in the 1980s. Our 
overall rank remained relatively stable between 1990 and 2003.
Secondly, other Western states had similar experiences. All 
Western states, with the exception o f Colorado, saw a decline in 
their per capita income rank between 1980 and 2003.
Montana’s rank plummeted 11 places -  right in the middle o f 
the pack. Arizona and Oklahoma declined 10 places, Nevada 
and Hawaii dropped 12 places, and even mighty Californian lost 
six places.
Within the region, however, there were some differences. 
For example, declines in the Rocky Mountain and South­
western states mostly came during the 1980s. In contrast, the 
Far West saw declines in both the 1980s and the 1990s.
N o simple explanations fit all the facts. For example, one 
theory contends that the loss o f high-paying natural resource 
jobs in the 1980s led to Montana’s lower rank. But that doesn’t 
jibe with the 1990s, when we continued to lose natural resource 
jobs while our ranking remained relatively constant.
Another explanation holds that Montana has no large cities, 
and urban areas are magnets for growth -  and, therefore, for 
higher-paying jobs. Once again, that doesn’t explain the 
problem in other Western states which have sizable urban areas, 
but whose rank dropped just as much as did Montana’s.
Finally, some have suggested that Montanans are willing to 
accept less income because o f the many amenities associated 
with living in the state. But if that’s true, why did Colorado 
(which likes to brag about its high quality o f  life) show an 
increase in its per capita income rank?
Here’s what we can say: There is no clear and simple 
explanation for Montana’s low per capita income rank and 
the worsening o f  that rank over the past 20 years. And that’s 
probably why low earnings remain a problem for Montana 
residents. The first step to resolving an issue is to understand 
its underlying causes. And we Montanans have yet to 
understand this issue. □
Paul E. Polzin is director o f The University o f Montana- 
Missoula Bureau o f Business and Economic Research.
M ontana was full o f surprises when the U.S. Bureau o f  Economic Analysis released its estimates for I  2003 state per capita personal incomes on April 23. 
The state’s $25,920 per capita income represented a 4-4 percent 
increase over 2002, the fifth largest increase in the nation. That 
elevated Montana’s ranking by one notch, to 45th overall, in 
personal income among the 50 states and the District o f 
Columbia.
Although good news, the increase probably did not mean 
that Montana’s persistent problem with low incomes and 
wages has been solved. As we have explained in the Mon- 
tana Economic Outlook Seminars and elsewhere, the state’s 
economy has outperformed the U.S. economy during most of 
the 2001-2003 period. But the reason for this seemingly 
strong performance was not because the Montana economy 
accelerated, but because the impacts o f the 2001 recession 
and the aftermath o f the Sept. 11 terrorist attacks were much 
less here than elsewhere in the country.
Some o f the same factors help to explain the per capita 
income trends. Nationwide, the increase in personal income 
was only 2.3 percent in 2003, much lower than the 4 percent 
to 7 percent increases o f the late 1990s. In contrast, Mon­
tana experienced 2 percent to 6 percent increases in the late 
1990s, and only decelerated to 4,4 percent in 2003.
The release o f the 2003 data/proyides an opportunity to 
once again view Montana’s eaminA»wi(hin a broader 
context.Tabl^l presents per cfipi^Income data for Montana 
and all other states in 1980,,,199(£Wri 2003.To facilitate 
comparisonsJwe have cor^ectM  all income figures to 2003 
dollars, thejepy elim inatingjffijafect o f inflation. Also, we 
have DEesemed the state rasfongs fo^e^Ui year — and the 
chan^Hrankin^s.for ea§hdecadorand wferthe entire period.
Looking at MtentcdCh^e see the oft-reflated story of 
our state’s decIininfj»paT canjlta 0pome rank/We were 
34th among all s t a ^  in 1990, rfcigWvJn the middle of 
/  N J j k
INCOME
Table 1
1980 1990 2003 1980 1990 2003 80-9C 90-03 80-03
20,996 25,418 30,271
17,336 22,692 28,831 40 32 35 8 -3 5
20,443 26,887 34,702 26 12 7 14 5 19
17,942 23,438 30,740 37 27 23 10 4 14
22,006 30,140 39,815 .15 5 4 10 1 11
20,087 26,191 31,916 27 15 18 12 -3 9
25,647 34,691 43,173 2 1 2 1 -1 0
18,489 24,012 25,454
22,876 30,249 36,574 10 4 6 6 -/ -2 ' | 4
24,285 32,140 40,427 6 3 3 3 0 3
20,930 25,727 31,998 21 19 17 2 2 4
20,830 24,400 2,944 22 22 26 0 -4 -4
19,482 22,878 28,783 31 31 36 0 -5 -5
22,839 26,940 33,690 11 11 11 0 0 0
21,379 24,701 30,439 16 21 25 -5 -4 -9
20,950 23,574 30,898 20 25 21 -5 4 -1
21,278 25,974 34,443 17 17 8 0 9 9
19,940 22,561 29,043 28 34 34 -6 0 -6
19,361 23,043 29,252 32 29 31 3 -2 1 - ■
16,691 20,613 29,204 47 41 33 6 8 14
16,788 21,074 29,234 46 38 32 8 6 14
19,118 23,477 30,758 33 26 22 7 4 11
20,697 23,606 29,935 24 24 27 0 -3 -3
22,274 28,078 32,810 14 10 15 4 -5 -1
23,155 29,885 37,331 9 6 5 3 1 4
25,458 34,495 48,342 3 2 1 1 1 2
20,981 26,658 33,671 19 14 12 5 2 7
16,849 18,934 24,379 45 49 49 -4 0 -4
17,004 22,530 28,235 43 35 38 8 -3 5
16,070 20,831 26,132 49 40 43 9 -3 6
17,472 23,016 29,442 38 30 28 8 2 10
20,720 25,756 30,446 23 18 24 5 -6 -1
16,971 20,101 26,252 44 45 42 -1 3 2
17,153 21,829 28,455 42 37 36 5 1 i! 6
16,272 20,553 26,338 48 43 41 5 2 7
14,590 17,086 23,448 51 51 51 0 0 0
15,641 18,825 24,289 50 50 50 0 0 0
18,212 19,760 26,100 35 46 44 -11 2 -9
19,752 21,045 26,656 30 39 40 -9 -1 -10
20,530 22,657 29,372 25 33 29 -8 4 -4
18,852 20,151 25,920 34 44 45 -10 -1 -11
14,648 16,485 25,911 37 42 46 -5 -4 -9
24,233 23,357 32,808 7 28 16 -21 12 -9
22,286 25,558 34,283 13 20 9 -7 11 4
17,324 19,408 25,541 41 48 47 -7 1 -6
19,773 22,321 26,838 29 36 39 -7 -3 -10
17,452 19,458 24,977 39 47 48 -8 -1 -9
24,288 26,803 31,266 5 13 19 -8 -6 -14
22,501 25,996 33,332 12 16 14 -4 2 -2
21,023 23,691 29,430 18 23 30 -5 -7 -12
24,802 28,418 33,749 4 9 10 -5 -1 -6
30,530 29,496 33,568 1 B l s f 13 -6 -6 -12
23,736 29,058 30,913 8 8 20 0 -12 -12
Source: Bureau o f  E con om ic Analysis, U.S. D epartm ent o f  C om m erce. Montana Business Quarterly/Summer 2004 19
Paul Polzin currently serves as director o f the Bureau o f Business 
and Economic Research. He came to the Bureau in 1968 as a research 
associate. In 1988 when Maxine Johnson retired, he became director, 
supervising a staff o f about seven people. Now the Bureau employs 
more than 20 full- and part-time workers.
Maxine Johnson began working at the Bureau in 1950 and retired 
in 1988. She served as director from 1973 to 1988.
“When I came to work in 1950, there was a part-time director, a 
part-time secretary, and I served as a research associate, Johnson 
says.“How things have changed!”
Johnson has been involved in a number o f professional activities 
since she retired, including: •
• Financial Vice President, American Association o f University 
Women and AAUW Educational Foundation, Washington, DC. 
1989-1993. The AAUW Foundation provides about 100 substantial 
fellowships a year for American and foreign women working on their 
doctorates at American universities.
• Maureen and Mike Mansfield Foundation. Board member, 
1989-2002; treasurer, 1991-92; president, 1993-2002. The 
Foundation’s mission is to facilitate communication between the
United States and Asia, especially Japan, China, and Korea. It 
has offices in Washington, D.C., Tokyo, and Missoula.
• Burton K. Wheeler Center, Montana State University. Board 
member since 1990; chairman since 1999. The Wheeler Center’s 
mission is to promote discussion o f and seek solutions to Montana 
problems and issues.
• Washington State University Foundation. Trustee, 1993-1999. 
My husband and I both attended this university.
“Aside from these types o f efforts, I’ve continued to pursue my 
love o f travel, especially international,” Johnson says. “My husband 
and I have made some exotic journeys to such places as the upper 
Amazon and Siberia. I’ve made numerous trips with friends to 
Europe and several to Asia in connection with the Mansfield 
Foundation. And I spend quite a lot o f  time in Seattle, where I am a 
fan o f the Pacific Northwest Ballet and the Seattle Symphony.”
Johnson and her husband, Buzz, divide their time between their 
home in Bigfork and their apartment in Lake Oswego, Oregon. The 
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